The paper defines economic security as a country's ability to re distribute incomes through a strong governance structure by practicing rule of law, eliminating corruption and a government that acts as a facilitator by formulating effective fiscal and monetary policy and regulation. The results suggest that courts that implement national laws effectively and punish corruption and a government that has balance budgets and investment friendly monetary policy ensures economic security by means of welfare friendly outcomes that favor the incomes of the poor and middle class. There is also evidence that redistribution takes place from rich to the poor. As a result income and wage inequalities fall down.
Introduction:
In most of the last 20 years, the criterion of good economic policy and the barometer of good governance focused itself on their effects on per capita income growth in developing countries. Economic efficiency models were transferred to many developing countries who had become adherents to the Washington consensus. Structural Adjustment Plan (SAP) is the most well known one of the recommended programs of economic development, which has been implemented in many developing countries with the help of Bretton Woods's institutions like the World Bank and the International Monetary Fund (IMF).
As per the advice of Bretton Woods's institutions and in an effort to achieve economic efficiency, most developing countries dismantled their barriers to international trade in goods and services during the last 20 years. As a result, the size of world trade in goods and services dramatically increased. Success stories also emerged as an outcome of contemporary globalisation. China and India, witnessed unprecedented rise in their growth rates as well as significant poverty alleviation. However, for most countries, globalisation came with mixed experiences. Despite integration to the world economy, most countries of Latin America, Africa (sub-Saharan) and some in Asia failed to accomplish decent growth rates. In many countries in the South, poverty increased. Even if some grew at a decent rate, they failed to put a downward pressure on the increasing trends in poverty levels. For example, Pakistan, which recently witnessed a growth rate of eight per cent, has also witnessed increase in poverty levels from 30 per cent to 35 per cent as of 2005. Even in China and India, the falling poverty trends are not sustainable, as there is evidence of rapidly rising inequalities.
Irrespective of rising trends of poverty in some developing countries and rising within country inequalities in some, a more important fact is that many developing countries encountered conditions of severe economic collapse amid Structural Adjustment Plans. These include mostly the countries in Latin America like Argentina who embraced free market ideology far more intensively than any other country in the developing world. Surprisingly, Argentina had historically been far more developed per capita wise than countries like India, Pakistan, Bangladesh, Cambodia, or regions like Sub Saharan Africa or Mena countries, but instead of converging to the developed country incomes their path to development has seriously been hampered by significant economic collapse post 1980s economic reforms and they are stagnating ever since, still struggling with one macro-economic crises after another.
Where did they go wrong may tell a whole lot about where do most developing countries have gone wrong? It is a story of good policies but bad timing. The policies fail because larger determinants of development are not taken into account. A focus on income generation without looking at prevalent institutions may lead to economic disaster. In developing countries, other than being poor of the poorest, many are relatively poorer than the others because they are economically and socially excluded because of their ethnic origin, religion or geographical region. It is observed that when these developing countries generate more incomes through policies like integration, the incomes are further distributed un-equally. This is the same phenomenon as global inequality; where some countries (regions) of the world have gained less than the other countries because of their geographical location, underdeveloped institutions or mere lack of economic capability (because of the presence of deep rooted informal markets). As mentioned above, with the exception of China and India, more developing countries have failed to alleviate poverty even though they have witnessed some short to medium term spurts in per capita income growth rates. The poor remained poor but rich got richer. Has income inequality prevented growth to trickle down to the poor?
In this retrospect, the problem of poverty cannot be separated from the way in which growth is achieved. Other than economic growth, what is the point of reference to economic development, especially when it is about ensuring equity?
Under global processes of production, where trading societies learn and coordinate among each other to find common ground for carrying out contemporary social norms that fit international standards and where business protects labor rights, promotes gender sensitivity, brings efficient social welfare systems while following best commerce practices, there are not one but a myriad combination of common institutions, which simultaneously play a role in facilitating each country's smooth exposure to global markets and international competition. Thus, it is important to look at the different institutional structures countries may have while working along with the surge of globalisation.
Thus market-friendly policies may not work in the absence of good institutions. In Russia, the lack of a supportive legal, regulatory and political apparatus has been responsible for the failure of the economy and its reform process. In Latin America, little attention paid to the mechanisms of social insurance and to the safety nets has resulted in dissatisfaction with market-oriented reforms. India, in comparison to the countries mentioned above, is not only the largest democracy in the world in terms of population, but the country is also one of the fastest growing economies in the world with a precedence of sound legal institutions. Due to robust legal institutions, the country is politically less volatile when compared to its neighbor Pakistan, even though both countries have seen an emergence of multiparty governance setups. However, because they are developing countries, much like those in Latin America, social institutions are underdeveloped, which means that a well-meaning democracy may not exist in India until economic progress reaches out to the masses and benefits the impoverished peripheries.
Why market friendly policies may fail to work in developing countries? To achieve higher growth rates, economic freedom is a pre-requisite condition. Usually, economic freedom is determined by good economic policies, which as discussed above can be very well a prerogative of good leadership rather than good institutions, especially in case of developing countries. The fundamentals of good economic policies lie in promotion of private sector by implementing rules like private property rights and decreasing the burden of public exchequer.
Reliance of economic growth by giving more weight to short term growth strategies is to promote a half baked development recipe which is bound to fail. Most governments have focused on macro-economic gains. That is why policy advice post Washington Consensus on structural adjustment had a blind following by most developing countries, without asking whether good macro-economics is a sufficient condition for good development. Globalization is accused of increasing poverty as well as inequality in many countries, due to numerous cases of growth collapse. While at the same time, many suggest that the developing countries have not done enough to avoid disaster. Under the dynamic Hecksher-Ohlin model it may be that developing countries can not do enough under the biased competition environment prevailing in international markets due to certain protectionary policies of developed nations which is much evident by the political economy of the WTO (World Trade Organization. (Stiglitz, 2006) Good economic policy advice has to accommodate indigenous limitation of each country. Currently international initiatives like WTO are becoming a symbol of protection than promoter of equal competition opportunities and the bias is seen in favor of the developed countries partly because the negative fall out of globalization has been felt even in developed countries as most rich and middle-income countries are experiencing rising economic inequality generated by skill-biased technological change, international trade and other factors related to globalization. (Smeeding 2002) For India and China, it is equal distribution of economic gains which has become more relevant in recent times, while in Latin American countries like Argentina and Brazil, growth and distribution go hand in hand. So what are the key characteristics which matter equally good to income generation and re-distribution of income?
In developing countries, income inequalities can be affected in two ways. (1) Adopt policies which have a redistributive outcome by shifting gains from rich to the poor. (2) Or raise the share of income in sectors which mostly employ the poorer segments of the society. In this context, both institutions and trade may have a strong redistributive power.
The countries with poor institutions are likely to have high inequality. For example in Russia in the 1990s, a small group of entrepreneurs were successful in exploiting their political clout to promote their own interests, subverting the emergence of institutions committed to the protection of smaller shareholders and businesses. According to the Corruption Perceptions Index published by Transparency International, among the transition economies, Estonia is 28 and Hungary 31; whereas Russia is 79 and Ukraine 83. In these transition economies, poor performance of public institutions, absence of effective implementation on property rights, and presence of business regulation which favor of influential parties, absence of trust in the courts to resolve business disputes, tax evasion and higher levels of rent seeking have strong correlation with high inequality in the society. (Hellman and Kaufman 2002) Similarly, in several Latin American countries, the ruling elites, the military and large businesses impeded smaller business interests. Chong and Gradstein (2004) , show that when the political bias in favor of the rich is large, income inequality and poor institutional quality may reinforce each other, confirming endogeneity between the two.
As mentioned, market outcomes (trade) and prevailing institutions are also correlated and endogenously determine income distribution. Trade opening in societies with weak institutions may lead to worse economic policies with rising inequalities unless and until poor institutions are controlled for by giving them ample time to develop. (Segura-Cayuela 2005) For example, the transition economies that implemented trade reforms slowly and where government institutions were able to perform well with time, smaller increases in inequality and smaller output decline occurred. However, the transition economies which opened up rather vigorously without considering prevalent corrupt government structures (and other underdeveloped institutions) performed poorly. In such countries poverty and inequality increased while high trade deficits had occurred after trade liberalization accounting for a capital flight. (Yudaeva 2002) Rising inequalities as an outcome of bad policies (mismanagement or mistiming) may even lead to political upheavals against globalization and further integration.
Here we are concerned with legal and economic institutions representing good functioning courts and a government. Legal institutions capture the transparency and fairness of the legal system, preservation of political rights of the citizens, state legitimacy, freedom of speech, independence of judiciary, enforceability of contracts, police effectiveness, access to independent and impartial courts, confidence in judicial system in insuring property rights, prevention of improper practices in public sphere, control of corruption and so on. Economic institutions comprise state effectiveness at collecting taxes or other forms of government revenue. As well as, the ability to create, deliver and maintain vital national infrastructure, the ability to respond effectively to domestic economic problems; independence of government economic policies from pressure of special interest groups, trade and foreign exchange; competition policy, privatization, banking reform and interest rate liberalization, securities and non-bank financial institutions.
The legal and economic institutions are strong in developed countries while developing countries have mixed experiences. For example, the US and most advanced societies vigorously protect intellectual property rights, but this is not the case in many developing countries. (Rodrik 1999) Gupta et al. (1998) find that if government officials use their authority for private gain and indulge in corruption, it affects the effectiveness of social spending and the formation of human capital by perpetuating an unequal distribution of asset ownership and unequal access to education. Corruption also affects government effectiveness as it weakens tax administration and can lead to tax evasion and improper tax exemptions. Higher corruption is associated with increased inequalities in education, land distribution and health spending. Wealthy urban elites can lobby the government for biased social expenditure towards higher education and tertiary health, which tends to benefit high-income groups. (Ibid 1998) In this paper we look at the relationship of these institutions with income distribution and redistribution capturing economic security in a country while taking integration as a control group. 
Data and Methodology
There are different measures of inequality which may determine within country inequality and they have been widely discussed in recent literature (see for example Wade, 2004; Milanovic, 2006) . Most studies concentrate on the positive or negative effects of globalization or integration on income distribution while employing diverse proxies of income distribution. Not many studies concentrate on the effects of institutions on inequality. There is a need to simultaneously model the effects of institutions and integration on income distribution.
As table 1 suggests we use Kaufman et al's (2003) governance indicators. Rule of law (Rl) and Control for Corruption (Ctc) are categorized as legal institutions representing courts. Government effectiveness (Ge) and Regulatory quality (Rq) are economic institutions representing the government. As mentioned above, international trade is also a significant determinant of inequality. Thus international trade enters the regression model to enhance its explanatory power. This paper incorporates not one but eight various concepts of integration based on outcome as well as incidence based measures of trade barriers. The ratio of nominal imports plus exports to GDP (Lcopen) is the conventional openness indicator. Two other measures of openness are overall trade penetration (tarshov) derived from the World Bank's TARS system and overall import penetration (Impnov) respectively. Import tariffs as percentage of imports (Tariffs), tariffs on intermediate inputs and capital goods (Owti), trade taxes as a ratio of overall trade (Txtrg) and total import charges (Totimpov) can all be considered as good proxies for trade restrictiveness and have also been employed in this study. Other measures that capture restrictions in overall trade are non-tariff barriers. Overall non-tariff coverage (Ntarfov) and non-tariff barriers on intermediate inputs and capital goods (Owqi) are used here as two proxies for non-tariff barriers. Sachs and Warner's (1995) openness index (Open80) is utilised as a composite measure of trade policy. Now, we need to select inequality measures (related with incomes) or re-distribution (of income) to enter the left hand side of the empirical model. Our first concern is to know how income inequality is generally determined in empirical literature. It is a difficult question because comparable and consistent measures of income inequality, whether on a household level or per head basis are difficult, almost implausible and generally even if obtained fail to provide adequate or accurate longitudinal and cross-country coverage. For this, recent literature on income inequality prefers global income inequality indicator over country specific ones (see Milanovic, 2006) . Nonetheless, cross country income inequality indices representing global inequality are also prone to controversies. For example, between-country world PPP income inequality using per capita GDPs, equal country weights (China=Uganda), through a GINI estimate has been found to have increased since 1980s. However between country world PPP income inequalities with countries weighted by population has been found to be constant or falling since around 1980s. (See Wade, 2004) As mentioned we are only interested in within country effects of inequality in order to partly differentiate between recent (post reform) evolution of within country inequality between developed and developing countries. Despite its apparent weaknesses, to capture within country income inequality, we have little choice but to employ controversial and much criticized upon within country GINI income inequality index (Gini) which is available from UNU/WIDER World Income Inequality Database (WIID). (Atkinnson and Brandolini: 2001) In addition to GINI we have employed other concepts of within country inequality. UTIP-UNIDO Theil measure (Theil) calculated by the University of Texas Inequality Project (UTIP) captures wage inequality between skilled and unskilled labor in manufacturing pay sector and available for both developed and developing countries. On the data methodological front manufacturing pay, based on UNIDO Industrial Statistics provides indicators of inequality that are more stable, more reliable and more comparable across countries because UNIDO measures are based on a two or three digit code of International Standard Industrial Classification (ISIC), a single systematic accounting framework. Furthermore, for nearly 40 years most countries around the world have measured manufacturing pay with reasonable accuracy as a matter of official routine. (Galbraith and Kum 2002) In order to add direct measures of redistribution into the empirical exercise, this chapter employs income deciles and percentiles derived from UNU/WIDER World Income Inequality Database (WIID). Institutions will be good for redistribution of resources if they are positively related with the incomes of the bottom 10 per cent (low10) and negatively related with the income of the top 10 per cent (high 10). Income groups are also divided into quintiles anticipating the effect of institutions to be negative for the ratio between the top 20 per cent and bottom 20 per cent (high20/low20) and positive for the middle-income groups (Middle20). Of special interest is how quality of institutions relates to the incomes of the middle-class or the ones living in the bottom income share. Each country observation for all inequality measures come from the last year for which data is available and in most cases represent inequality in the mid-1990s. Our basic inequality and income share equations would look like:
Inequality or Income Share = f (Institutions, Integration, Geography) ..... (1) Corresponding to Eq. (1), the inequality model based on Theil index has 2 equations whereas each equation corresponds to a different institutional classification. The model specifications for Gini, High20/Low20, Middle20, Low10 and High10 contain the same 2 equations each with the same variable specifications.
The variable There are potential endogeneity problems between institutions and integration and between institutions and inequality itself. Therefore the institutional, trade policy and openness proxies presented here were first regressed on a set of instruments. Frankel and Romer (1999) (FR) makes up for the instrument for all the outcome and incidence measures of trade barriers utilized in this chapter. FR instrument uses trade/GDP shares constructed based on a gravity equation for bilateral trade flows. Following, Hall and Jones (1999) , the extent to which the primary languages of Western Europe are the first languages are taken as instruments for Legal and Economic institutions. Hall and Jones argue that the instruments do not correlate with the error term. Though, it is good to briefly mention again that Acemolgu, Johnson and Robinson (2001) (AJR) identify the mortality of European settlers as a potential instrument. Using two ex post assessments of institutional quality-risk of expropriation by the government and constraints on the executive-as measures of institutions, they showed that settler mortality is a strong predictor of institutions.
According to Glaeser et al. (2004) , AJR instrument of settler mortality fails to be orthogonal to the error term. 'Settler mortality is strongly correlated not just with ancient, but also with the modern, decease environment, suggesting that it might be the decease environment, rather than history, that matters for economic development. Secondly, settler mortality is strongly correlated with human capital accumulation, suggesting that it cannot be used as an instrument for institutions. ' (Glasear et al. 2004: 8) Following are the model specifications for first stage regressions based on IV: At the second stage, the income share equations employ the predicted values of respective institutional, openness / trade policy variables.
Results

1 st Stage Results
The first stage results are presented in To carry out all these tests, the author refers to IV stage analysis where these higher order asymptotic testing is done and made it available for many of the 2SLS specifications which are run under Eq. 2 and 3. In all these specification different definitions of inequality are utilized along with different specifications of Legal and Economic institutions and integration as regressors. 
Relevance and Exogeniety of Instruments
This section undertakes relevance and exogeniety tests under higher order asymptotic framework for the institutional and integration regressors for GINI, Theil, High20/Low20 and Mid20 for some selected number of combinations of these regressors. Relevance and exogeniety tests are also carried out for Low10 and High10, but they are not presented here as the results obtained by former tests would already provide enough information to conclude whether instruments have worked well. Rodrik et al (2004) , which was run on per capita income differences and problem of endogeniety was present in all regressions. High20/Low20 and Mid20 are also estimates of incomes but based on percentiles. The persistent of the presence of endogeniety in specifications where nominal trade shares enter as a regressor to reconfirm that such specifications may suffer from omitted variable bias.
Nevertheless, no presence of 2SLS bias which is seen to approximate to 0 in all cases where openness is the regressor show that IV analysis is superior to simple OLS in present specifications. In case of trade policy, over-identification tests are generally passed for all those trade policy proxies that have passed the Cragg-Donald maximal 2SLS bias test of relevance. Only in case of Theil99 few trade policy proxies such as Owti, Ntarfov and Open80s in addition to Owqi fail over-identification tests. Tables 3, 4, 5 and 6 also show that for all combinations of regressors and for all dependent variables heterskedasticity robust estimates are utilized.
IV Results on Institutions
Due to the sheer number of specifications for which the regressions are carried out for six different dependent variables, it is not possible to present results for both institutions and integration together in single table. Thus, in order to cover all specifications, we discuss only results for institutions.
Courts
As explained above, control for corruption and rule of law are considered as legal institutions representing courts. Rule of law broadly defines it self as measures to enforce public and private contracts for protection of public and private property through implementation of property rights and provisions for dispute settlement through an efficient judicial system. Control for corruption measures nepotism, rent seeking behavior, state capture of private resources or dishonest courts. Both definitions of legal institutions are quite endogenous to each other. Barreto (1996) finds that corruption correlates positively and significantly with inequality, implying that increased income inequality is associated with greater corruption. Tanzi (1995) argues that the benefits from corruption are likely to accrue to the better-connected individuals in society, who mostly belong to high-income groups. It has been further contended that corruption creates incentives for higher investment in capital-intensive projects and lower investment in labor intensive projects (UNDP 1997), thus increasing wage inequality. Gupta et al. (1998) show that a worsening of the corruption index of a country by one standard deviation (2.52 points on a scale of 0 to 10) is associated with an increase in the GINI coefficient of about 4.4 points. 72 )* -***, **, * corresponds to 1%, 5% and 10% level of significance respectively.
-Control variables are in parentheses in the first column Less corruption can only be practiced through an effective system of property rights and the rule of law. Rule of law provides protection and safety to people and their businesses. The society is respectful to law only when they see that the justice system is fair which treats people equally. A corrupt justice system may shield dishonest elites from re-distribution. Fairness of legal system is more important than fair political process where democracy is about equal access and power for all who have voted. Elections show participation of interest groups that mobilize masses to their own interest and thus the outcome may still depict the hold of power of the few upon the interest of many. In contrast only fair judicial system can ensure effective accountability. In some cases democratic politics has actually played a role in undermining rule of law by disfavoring underprivileged groups (Ahnen, 2007) .
Rule of law ensures transparency of the political process: 'an effective democratic legal order provides the necessary underpinnings for elections to be truly free and fair, and thus for democracy to exist at all ' (O' Donnell 2001; 71) . Re-distribution is ensured when political power is equally distributed (populist democracy) against oligharic society where political power remains with the few ruling elites. However the causality from democracy to redistribution runs through enforcement of property rights (Acemoglu, 2003) .
The relationship between good legal institutions and other institutions in redistribution is highly correlated. Thus, it remains important to disentangle the effects to determine relative relevance of different areas of governance in inequality mitigation. Democratic political institutions may also be relevant, and no less than rule of law, to capture redistribution among different income groups while social institutions play a key role to ensure that equality prevails in a society, especially when countries open up to increased international trade. Glaser (2004) and Williamson (1999) argue that causality goes from social institutions to legal institutions because only well developed (educated) societies can enable the courts to function effectively and more people would respect rule of law. Nevertheless, legal institutions, in comparison to political or social institutions and in context of their strong correlation with each other, cannot be considered less important, if not more important. Brinks (2008) quite nicely summarize the problem as he tries to disentangle effects of different institutions on inequality:
Does it mean institutional differences ultimately do not matter and all the focus on judicial and legal reform is misguided? Clearly not. The inquisitorial nature of Uruguay's system makes judges more prosectorial, giving victims a stronger, less impartial ally) if simultaneously raising due process concerns). Institutional change can be effective precisely when it builds lateral support for the claims and the claimants at issue, taking into consideration the respondent's capacity for and modes of resistance. In the context of criminal prosecutions for rights violations, states could create more effective internal controls within the police and more protections for whistle blowers. Special-purpose prosecutorial agencies with independent investigative resources would be dramatic improvement. In short, one can imagine a series of improvements to state apparatus that could help; this is, essentially, the process of developing lateral support for the substantive right in question. The precise nature of the lateral support required, however, will vary with nature of the right conferred and with the situation of the claimant-respondant dyad' (p.22) Tables 7 and 8 show the results for legal institutions. The results suggest that legal institutions significantly affect income inequalities for both developing and developed countries and the relationship is negative. High coefficients of Gini and incidence of significance at 1% level in 9 out of 12 instances when rule of law and control for corruption has been found to be significantly related with Gini, suggest that good legal institutions play a vital role in decreasing within country income inequalities. Legal institutions are also negatively and significantly related with wage inequality, however low coefficients indicate limited role played by legal institutions in effecting the skill premia in favor of unskilled. Results based on the ratio of income percentiles (High20/Low20), show that rule of law and control for corruption have strong redistributive power. The relationship between legal institutions and income of the middle-income groups (Middle20) as well as low-income groups for Rl and Ctc is positive and significant. This means that good quality legal institutions do not only reach out to the middle income groups but they are also altruistic to the poorest of the poor. The evidence quite robustly suggests that redistribution of income takes place from the richest to the middle-class or lower middle-class as both proxies of the legal institutions are negatively related with High10 and High20 in 9 out of 12 cases and the relationship is mostly significant at 1 %. The high coefficients for High10 and low coefficients of low10 may confer that more effective redistribution takes place from the richest to the middle income or lower middle income group, whereas lowest income group is relatively less sensitive to this redistribution process. It may not be sound legal institutions that can really lift the poor from the bottom of the pyramid but it is good economic policies which can ensure higher GDP growth, which may more effectively trickle down to improve the incomes of the poorest of the poor through targeted development strategies e.g. micro finance.
The Government
Government effectiveness (Ge) measures outcomes like bureaucratic delays, states ability to formulate and implement national policy initiatives, effectiveness in collecting taxes other other government revenue, maintenance of government infrastructure, responsiveness to economic problems, decentralisation, and independence from pressure from interest groups, sound social development policies and pro-business orientation. Regulatory quality (Rq) captures outcomes like price liberalization, trade and foreign exchange system, competition policy, commercial law effectiveness, privatization, financial regulations and banking reforms, interest rate liberalization, and promotion of market friendly regulatory framework. -***, **, * corresponds to 1%, 5% and 10% level of significance respectively.
-Control variables are in parentheses in the first column Every effective government must maintain a sustainable fiscal policy, which includes a deficit that is manageable in the short-term, and the associated public debt it creates being serviceable. More concentration of resources on social sector is always pro-poor. Capital market liberalization and broader financial sector reforms are necessary to integrate with global markets. Decentralization is important for effective implementation of government policies at grass roots level which can promote redistribution through effective social development. Incorporation of effective tax structure where value added tax gives way to a more pro-poor tax system is at the heart of good fiscal policy. (Roy and Weeks 2003) Inflation in many developing countries is an outcome of political decisions when government has a lax monetary policy and is unable or unwilling to increase taxes. High inflation has a negative distribution effect. In developed countries sometimes, monetary policy outcomes relate to increased inequalities. Khalifa (2005) shows that a positive shock to Federal Reserve fund rates in the US induced a larger and more persistent increase in the unemployment ratio of the low skilled relative to that of high skilled, indicating that low skilled bear the brunt of the increase in unemployment after a contractionary policy. The results in table 9 show that government effectiveness is significantly and negatively related with High10, Gini and Theil99. The coefficients for Gini and High10 are large while significant is mostly achieved at 1% level for Gini and High10. This indicates that government policies like decentralization, effective tax structure and implementation of social development policies significantly decrease income inequality and also redistribute income from the elite to lower segments of the society. Effective governments are more democratic in nature as well: ' Decentralization can be defined as meaningful authority devolved to local unites of governance that are accessible and accountable to the local citizenry, who enjoy full political rights and liberty.' (Blair, 2000; 21) While the democratization and empowerment of administrative bodies can enhance participation of such groups that have been marginalized before thus bringing more potential for social development and improvement of livelihood opportunities for these marginalized. Table 9 , shows that effective governments are positively and significantly related with the incomes of the bottom deciles and medium percentile establishing its strong redistributive power.
In contrast to government effectiveness, the results on regulatory quality in inequality mitigation and redistribution of wealth are not that encouraging. (See table 10) Rq mostly remains non responsive to Gini and Theil99. There is even an instance when Rq enters into the Gini equation with the wrong sign while it is significant at 5 % -highest level achieved in any of the cases for Gini.
Though, some signs of redistribution are present from richest to middle class, but for incomes of the poorest, Rq is mostly insignificant. However, the wrong signs of the coefficients of Rq, which are highlighted in grey, suggests that regulatory quality actually disfavor the poor. On the hindsight this may be an expected result. Regulatory quality captures outcomes like trade and financial (capital market) liberalization which has been increasingly related with crises and growth failures recently. This extract which is taken from the Nobel Prize lecture of Joseph Stiglitz tells about a thin line that exists between a good economic policy and the bad ones.
'They (IMF) actually promoted contractionary fiscal policies for countries facing an economic downturn -and they advocated polices like capital market liberalization, for which there was little evidence that growth was promoted, while there was ample evidence that such policies generated instability.' (Stiglitz, 2001) Most developed and developing countries have encountered exchange rate crises, capital market crises and financial recessions in last few decades. Thus what regulatory quality may also be picking up is increased risk of crises which integrated capital markets and free or floating exchange rate regimes put on countries. There is a strong correlation between capital market crisis and financial liberalization. (See Kawai and Takagi, 2008 ; for detailed literature review on risk of financial crises and capital market management) Measures to open capital markets put developing countries at a higher risk of financial crises.
United States Sub prime mortgage crises has transformed into a global financial crises while factors like oil price hike and staple food inflation has added up to the welfare distorting effect of the crises for developing many countries who are now facing increased inflationary pressures which are mostly beyond the control of monetary policy. Thus regulatory quality, which has been very relevant to income generation, has been found to be less relevant for inequality mitigation. -***, **, * corresponds to 1%, 5% and 10% level of significance respectively.
-Control variables are in parentheses in the first column
Conclusions:
Courts that ensure rule of law and take action against corruption also guarantee that raise in per capita income also favor the lower income groups. That is true for both developed and developing countries. Effective monetary and fiscal policy that can check inflationary trends and practice positive real interest rates would eventually benefit the poor. However regulation is found to be generally insensitive towards economic welfare. This may be because governments generally regulate institutions to the benefit of market forces. Though, this does not necessarily mean that regulation policies create inequalities as we find in our analysis that fails to establish any significant relationship of regulatory quality with various measures of inequality used in the paper.
